GRAND TRUNK PACIFIC RAILWAY 
4 PER CENT DEBENTURE STOCK 


REPLY (i 
hy 
f/ 
K\ o% 
X \4/; 
AN 
> 


BY 


THE GOVERNMENT OF CANADA 


TO THE 


REPRESENTATION, ETC., FROM THE STOCKHOLDERS’ 
COMMITTEE TO THE RIGHT HON. THE PRIME 
MINISTER OF THE DOMINION 
OF CANADA 


ae | ' SPs sag 

ee ee eo ed f at eae ivi 
ey ie ae ; y & 
3 ete 


ar ae te 26. 


aoe 





Digitized by the Internet Archive 
in 2021 with funding from 
University of Toronto 


https://archive.org/details/31/61114653454 



















= 7 = 
: ._~ 
ee et 
‘ee r 
os 
< 2 
. >. 
= %, , 
hi - { 
e 
Pa . 
€ 
{ 
‘ 
; 
sa 
7 
% 
i), ad x 
¥ vy * 2 
a . mm i et ee YY aa 3 jisnsty we ie baits 2. 
+ ee ns a ? = P et fb 2 7 > = Paws <“ res = ” 4 ® 
THie0 YP APS Bi - OB Es ALS oe tad s Ee Ly GS-4 is fe. OMS ‘ ; 
« a : as - 
AY y = ic . ° 
=. Susy Shae ask. 
; ‘ ‘ 
4 pe 
nd " 7 
= ~ fe 
£ A 5 
® 
+ Z se, ® oot 
\ , ; 2 res 
te : ~ pats ive 
“ -\ 
* 7 ' _ ¥ , Ys - 
. t * 
os p a 
é = a 
2 
7 ae ; = = 
is we 4 
= eel ee Pm, 
« » - * © a 
- : _ 
> r ’ : 
j : f i, 1 
\ - : a " n ' i Ye 
~ Rv Tied TT awe - 
fe - eae 1 
. 7 4) Z ws tei 
*- — poe 
~ “ i a. 
oe - 
. re 
: = : r 
> i = PS 
- # : is iy . Net > (ish So 2) ae 
2 - re 7 e 
= o : _— 7 ' a et De ‘ < & i 
“4 is ~ j 4 af ey Pee 2 . F ‘ as q ' ) 
pete attest 24 (elle lla i, Pee oa tal - warden “iP ap = 8S rats - 7 
a . ? 


lo. néiiumanshe igh) dorriong toilie Sidhe sagrn ts veril..ot Hole buds nae 

thang Vietbleaye lo-dior edt an i bre Ses b°8 spa haag Upe fa 
SL gow yiseero eewlet strorT hae ® ‘sez to ay i ase ohn aytat fom 7 
aripis ot fie bia tentousasl! oi aia La ancl oe 





GRAND TRUNK PACIFIC RAILWAY 4 PER CENT DEBENTURE STOCK 


MEMORANDUM 


RESPECTING THE 


REPRESENTATION 


From the Stockholders’ Committee to the Rt. Hon. the 
Prime Minister of the Dominion of Canada 


The Stockholders’ Committee present a lengthy and ae reasoned p. 


argument in support of their claim for recog ire_stock- poy 


a nea Gee of the interest ba anes is, They admit that ay aes 


ie 


ee 


PECs _ for some ti time eR has not 0 pel “Dut as ins 
the Grand Trunk Pacific, they contend that tb : 
, cumulative and _non-conditional, They claim further that under pre- 
war conditions, the net income of the Grand Trunk, after payment of its 
own fixed charges, would have sufficed to meet the liability of the Grand 
Trunk Pacific debenture holders, and that, as was done in other countries, 
the Government should have secured to the railways that pre-war income 
during the war period. In view of the improved showing during the first 
six months of 1922 (the Representation is dated November 15 fast), they 
asserted that it was reasonable _ to_assume that the net income of the 
parent company would. again be sufficient to _meet_the conting gent habil- 
ity. This, however, did not prove tg be the case, so far as_1922 is_cop- 
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cerned, as last year the net deficit of the Grand ‘Trunk Railw ay Company 
of Canada was $8, 411,734. 


—_ ieee =e — 


THE 1913 GRAND TRUNK DIVIDEND 


As to pre-war income, the British Government took the 1913 results 
of operation as a basis of standard return during the period of Govern- 
ment control. Judge Taft states, in his Reasons for Dissent, that the 
1913 revenues of the Grand Trunk “were improperly increased appar- 
ently in order to justify the declaration of a dividend on the three series 
of preferred stock.” Therefore, it cannot be maintained that the Grand 
Trunk would have been able, on a pre-war basis, to take care of its con- 
tingent liability in respect of the Grand Trunk Pacific debentures. It 
was established at the arbitration that the revenue from the operation 
of the Grand Trunk Railway Company of Canada in 19138, after making 
provision for fixed charges—but without provision for depreciation of 
equipment—was $2,874,592, and that the profits of subsidiary companies 
not taken into the accounts of the Grand Trunk Railway Company were 

$484.638. Notwithstanding this, the Management paid out to guaran- 
| teed and preference shareholders dividends amounting to $4,736,241 in 
) 1913—and during that year a number of the unfortunate investors now 
} appealing to the Canadian Government for compassionate consideration 
| bought Grand Trunk preferred stock. Taking the net revenue from rail- 
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|way operation for 1913, and providing properly for depreciation—from 


$2,000,000 _to_$2,500,000—it_is clear that the contingent lability could 
not have been met. 





PREFERMENT OF GRAND TRUNK GUARANTEED 


Considerable space is devoted to the question of the preferment of the 
Grand Trunk guaranteed stock over the Grand Trunk Pacific debentures 
which, it is claimed, rank ahead_of it. The officials of the Department 
of Railways, who had to do with the negotiations with respect to the 
acquisition of the Grand Trunk, very well recall that the inclusion of the 


Grand Trunk 4 per cent guaranteed stock was insisted on by Grand 


Trunk repr 1 claimed that otherwise it would not only be 
difficult, but perhaps impossible, to secure ratification of the agreement, 





It was this, no doubt, that led Mr. Meighen, in his letter of July 11, 
1918, to state that “should the company desire,” the guaranteed stock 
might be treated as an obligation in the same way as the company’s 
bonds. The matter was optional, and, quite clearly, volition was with 





Trunk because the Grand Trunk guaranteed sha s—as_ pointed 
out by the Stockholders’ Committee—were among the guarantors who 
had previously contracted to place the Grand Trunk Pacific debentures 
before their own stock. 

However, it is fruitless to argue the responsibility, if any, for the 
lack of specific direction or understanding as to the position of these 


Grand Trunk Pacific debentures, which it should be observed were not 


guaranteed by the Government. It is true that the Government offered 


/ originally, under certain_conditions as to payment, to assume all obligg- 
+= tions of both the Grand Trunk and the Grand Trunk Pacific. That offer 


was not accepted, It was a long- rerging on perpetuity. 
The arrangement finally reached was to acquire the Grand Trunk capi- 
tal stock, and, in that way, control of the physical property. Under that 
arrangement, only Grand Trunk stocks and shares were specifically 
enumerated in the acquisition agreement, but the undersigned are clearly 
of opinion that it was never the intention of the Canadian Government 
that the inclusion in the protected class of the Grand Trunk 4 per cent 
guaranteed_stock—the property of shareholders _merely—should in any 
way be construed as an impairment of the position of Grand Trunk Pacific 


debenture holders ranking as creditors. 


SHOULD CANADA BEAR ALL THE LOSS? 








This leaves the position of the Grand Trunk Pacific debenture 
holders to be considered on_its merits in relation to the Grand Trunk 
Pacific project which, since March 10, 1919, has been in receivership. It 
would doubtless have simplified matters, both as regards the Grand 
Trunk Pacific and the Grand Trunk, had the companies been permitted 
to go through regular process of bankruptcy.. But in view of the abnormal 
conditions during and immediately following the war, and the necessity | 
for stabilizing as far as possible, trade, commerce and industry, the | 
Government of the day considered it advisable in the national interests | 
to deal directly with the situation, rather than through ordinary court 
processes. This was the procedure followed in connection with the Cana- 
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dian Northern during the war, and the same action was taken with respect 
to the Grand Trunk group following the war. Unfortunately, this consid- 
investors abroad, Generally speaking, their attitude appears to be that if 
there is to be any loss, the Canadian Government and the Canadian 
people should shoulder it. They overlook the fact, as pointed out by 
Mr. Meighen in his London offer of July 11, 1918, already referred to, that 
“the ever-increasing interest obligations binding on the Grand Trunk 
Railway towards its subsidiary company were not paid by the Grand 
Trunk Railway Company, but were taken care of out of the proceeds 
of loans made by the Government of Canada” to the Grand Trunk Pacific, 


that their claim for interest is unbroken and cumulative. 
$12,000,000 IN INTEREST PAID DEBENTURE HOLDERS 


The authorized issue of these debentures was $50,000,000, of which 
there is outstanding $34,879,252.86, on which the annual interest amounts 
to $1,395,170.12. The total amount of interest paid to these debenture 
holders to March, 1919, was $12,363,358.88, of which sum $7,944,320.17 
accrued to December 31, 1915, which date technically marked the com- 
pletion of construction of the Grand Trunk Pacific Railway Company, 
though, to make it easier for the Company to finance, that period had 
been prolonged by the Government beyond strict requirements. Under 
the terms of the contract certain charges became a liability against 
income only when the road was officially declared to have been com- 
pleted. 

After 1915, therefore, interest on the debentures became an income 
liability, and to that account the balance of the interest payments— 
$4,418,038.71—is charged; but_at_ no time between January 1, 1916, up 
to the abandonment_of the road by the Grand Trunk Pacific Company 
in March, 1919, nor since that period under the receivership, have the 
revenues of the Grand Trunk Pacific been sufficient to meet operating 
expenses, let_alone interest. As the interest was paid by the Grand 
Trunk Pacific Railway Company up to and including March, 1919, it is 
obvious that the payments were made with borrowed money, either that 
derived from capital or from loans. 
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obligation. Interest on the issue was first paid in September, 1907, Heel 
| 


as already explained the Grand Trunk did not, at any time, meet the 


charge prior to December 31, 1915, nor afterwards. 


WHEN THE GRAND TRUNK SHOULD HAVE MET THE CHARGE 


As already mentioned 1916 was the banner year in Grand Trunk 
history. It was doing a big war business and the heavy wage increases 
of 1917 and 1918 were still of the future. Out of the income of the year 
1916 the Grand Trunk Railway Company declared dividends on the fol- 
lowing issues of its capital stock: : 


4 per cent Guaranteed Stock.. .. .. .. $2,433,333 .33 
ish breterentesstocke: 44's tee 831,428 . 64 
DHOPE PE erence. DUOC. oases 615,244.16 


ovah Wividendss + si2 eo." 2x 3,880,006. 13 







Mlihe 2 bay" 
, ‘ei art a ti: ee, 


‘ 
od 4 4 1 
. 4 ; : 
ap ke tei oN é57 
~ ¥ : ve 
- > * r 
f ; WS sl ey Gan 
| a4 - ing 7 
’ 5 iA } 
: ; oni kt ea eee 
*. may ' } 
a4 c * _s a?) . : , off 
4 ¥ i t- . Awa ‘ 
* j 
; ' ae he 
‘ “sr yf 4 _ . 
at, . Hi 
\ é vor 
! \ e b ar . ra 
* ss : ; mn ‘ 
i 
. - (Ve i. at aad " 
i A ~ * , : 
RAs —~ re _ 
; : ey 
- - 4 - ay . 7 ‘ \ f a ~ 
ae & Ae r a viee Ft hak: > 
_ a Re C7 2 geet alts Aaa ee 
E _— : = 
' x ~— 
' ‘ 1 ; “ 
. j oe > 
Fi ” ts 4 c 7 a ; = & as oh ate; 
. ’ 
oh oe 4 ee are 
% y . he 
~ ‘ : é ’ ° me 6 To ae y ey a nee = 
: ~ * 4 
es ’ : Can ao ea 
‘ M au 1 = 
17 ‘ if é- 
: > id f & bad f P “ a 
=~ © 7 2 ‘ . ie rate} ihe sod = 
} . An, hi bea? 
4 t A * ; 
7 * * 4 ’ ' 4 } 
3 rei g Pash LR EE Bad 
' ah ; ‘ ’ r — of i - ' 
a . { Pye 4 ye f i Ota Hae epee ae 
‘ B “ ; t | 
j i t # p bay re beard ae fret T= 
4\<> ‘ yr af ( ¥ + “he ha ‘ 


J } j i“ linet ehh ae : mAs 
l ig P é — 7 ‘out Aa? 
a “~ Ws ' a fi ’ =) thir - wut 













~ - ‘ es a 
* Ae te : be - > a? = 
= \ f : : } | r+ . 
'» = ~ * vw 5 we ‘ t x y" ; 7 
; ; Ab ee Ue v3 hat Fink ae - ae 
~ ' y co ; . ; 
- 5 . bs > 
t 
Fe vt 
® 
o . ar nm? : 
: : 
~ oa -& : 
a . € ay, 
> “= P " r : ‘ 
; ; i eT 
, M 7 a tk. : 
x - . me e ’ f 
~ : S , 
; $y ~ ee 
erie Bre 
Ta 2 
« Mi . : 
s * > : . ; ee . Ate 
7 3 Y 
Aa xt os A ipd-at Pah il : 
he Pie bids Fee } i, i. Stee . flees 
~ ee. , 
] ee ad 
zy 
- 
FY 
; 
Fr 
‘ ‘ 
; 
ue i ve 
1 ’ 
as I Tee ak 
‘ 4 €, " ww 
; ji 
en ee 
. 3 fs 
; f 
A y r te ¥ hd nl 
‘ 
AG Sedan UF Sime 7 ~—s 
* . > - 
4 : ‘a re , ee 
; : \ ; : : ee 
: Ee i Jebus ee 
\ - , iy : e ‘ 
5 - ante 
>. ci - ' ww, eo 7 <i 
; : 
ae 
< 
axe) 
4 > : 
i 
‘ 










“9 
; selaxiane : tm ‘aie Wo 
” 7 " 


oi? Bai A) whe 


4 


After applying charges for the said dividends to the income for the 
year 1916 there was left a surplus for the year of $24,428.19. No dividends 
were declared by the Grand Trunk Railway Company after the year 
1916. 

It is contended that the Grand Trunk Pacific debentures ranked 


ee 


prior to any ‘of the three above mentioned securities favoured by the 
dividend declarations of the Grand Trunk Directors in 1916. The Grand 
Trunk could have met its guarantee in respect of these debentures only 
in that_year. But _to have done so would have made it impossible to 
declare dividends on the above mentioned securities, so the Grand Trunk 
Pacific followed the easier course, paying the interest out of borrowed 
euOne ye 








>>—S> WHAT CANADA HAS DONE <<< 


Having reviewed in this manner the attitude of both the parent 
company and the subsidiary to the interest charge in question, it is only 
fair to Canada that the attitude of the successive Canadian Governments 


\ total advances by the Government to the Grand Trunk Pacific Company 
yto December 31, 1922, amounted to $90,558,034.75. Of this sum, $31,- 
/C® |512,074.66 was .required for betterments; $6,417,729.83 for equipment; 
in) $25,985,065 for operating deficits and $26,623,165.26 for fixed charges. 
On these advances, unpaid interest has accrued amounting to $20,924,- 

bo ka2: 


Contrast this with the position of the debenture stockholders. The 
Government has advanced more than $90,000,000, and has had no interest 
whatever—the debenture stockholders invested less than $35,000,000, and 
have had interest aggregating $12,362,358.88. It may also be expressed 
in this fashion: The Grand Trunk Pacific owes the Government. approx- 








imately $21,000,000 in unpaid interest alone;the debenture stockholders 
have missed_eight half-yearly interest payments amounting in_all to 
$5,580,680. 

The ninety millions referred to is far from being an exhaustive, 
statement. In recent weeks Parliament was called on to vote $10,320,232 


a 


additional on Grand Trunk Pacific account for the current year, Nor 


does it take into consideration the capital cost of the construction of the. 
Eastern Section, known as the Transcontinental, from Winnipeg to Monc-, 
ton, amounting, irrespective of interest, to_$168,000,000, nor $33,000,000_ 
expended _to buy in Grand Trunk Pacific bonds, after _approximately_ 
$5,000,000 had been paid to implement _to par bonds publicly disposed 
of previously. Nor does it take into account the $104,560,342 loaned to 


the Grand Trunk, nor 50 millions of recent guarantees to that Company 


tot 


—rendered necessary largely because of its entangling alliance with the 
Grand Trunk Pacifie. 





REPEATED DEFAULT OF THE GRAND TRUNK PACIFIC 


The Stockholders’ Committee stress the legal and moral claim of the 


debenture holders and the desirability of Canada _ keeping faith with 
those_who have placed their money in the Grand Trunk Pacific _enter- 
prise. We will deal with the legal aspects in due course and without 
desire or intention to minimize it. But as_to_moral claim and keeping A~. 
faith we feel that the Stockholders’ Committee should recognize that 
such desiderata_ought_fairly_to extend in_both directions. Nowhere in 
its Representation has the Committee_taken cognizance of repeated 
defaults of the Grand Trunk Pacific Company, first, with respect _to_the 


lease_of the connection between its Lake Superior Branch and Winnipeg, 
and, secondly, as respects the lease, equipment and_operation of the 
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Tronscontinental, which have severely taxed the Government, and in 
connection with which operating deficits amount to sixteen millions. By 
contract, it will be found on examination that the Government has more 
than _observed_its part of the Grand Trunk Pacific agreement, under 
which it was not obliged to do more than guarantee the bond issues 
necessary to enable the Company to finance its own construction. In 
view of all this, the attitude of the British investors and press towards 
the Canadian Government has scarcely been considerate. 

The Stockholders’ Committee repeat _the charge that the Govern- 
ment permitted rival railway lines to build into Grand Trunk Pacific 
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Northern was within three months of actual completion between Port 
Arthur and Edmonton when the first sod was turned on the Grand 
Trunk Pacific. And_as for_criticism of inadequate_rates, it should be] 
remembered that relatively equal rates must be permitted on all roads. } 
In Canada the control of rates is not in the hands of the Government, but{ 

{ 

| 


Amd. 


of a tribunal created for the purpose—the Board of Railway Commis- 
sioners. That Board repeatedly took action to equalize rates and increas-\ 
ing working expenses, and the Grand Trunk group enjoyed the same rela- 
tive rates as the Canadian Pacific which was able, because of its stronger 
position, to surmount its difficulties. In an endeavour to provide adequate 
rates, Parliament, in addition, went so far as to set aside, during the war, 
a statutory agreement as to rates beyond the control of the Railway 
Board, and which vitally affected all of Western Canada. 


AS TO LEGAL LIABILITY 


question but that the claim is legally enforceable against the Grand 
Trunk Pacific and against the Grand Trunk within the limits of the latter’s 
conditional guarantee. There being no Government guarantee, it is not 
enforceable against the Government. On the other hand, notwithstand- 
ing the inclusion of the Grand Trunk guaranteed stock in the protected ) 
class, dividends on that security cannot be paid out of Grand Trunk 
funds while the interest on the senior Grand Trunk Pacific 4 per cent | 
principal debentures is not being paid. Thus the guarantee of the Grand 
Trunk 4 per cent guaranteed stock is at present a charge not on the earn- | 
ings of the Grand Trunk, but on the Government direct. 

However, this legal liability is limited to the satisfaction which the 
property is able to provide, and the debenture stockholders may claim 
only the remedy to be afforded by the sale of the property. It is singular sye. 


There remains for consideration the_legal aspect. There is m4 a9 
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have_been extinguished_at _that time. It had_been in_receivership two 
years at the date of the arbitratign and is_stillin receivership. A liquida- 
tion of the property in attempted satisfaction of the debenture holder’s 
claim was discussed by Judge Taft in his Reasons for Dissent from the\ 
Grand Trunk Award, when he expressed the following opinion:— 


“T cannot for the life of me see any hope that by a sale of) 
the Grand Trunk Pacific’s property, a sum could be realized that 
would more than satisfy the first lien of the Receiver’s debts, which 
have now become nine millions, and the prior debentures amount- 
to $38,000,000 guaranteed by the Government.” 


Of course the prior lien of the Receiver has grown greatly since 1921, and 
now amounts to $39,432,475.78. It continues to grow, and will continue | 
to grow until the receivership is ended. 
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The debenture Shareholders’ Committee declare that there must be 


no merging of the National Lines, as that would prevent the possibility 
of ascertaining when the Grand Trunk’s conditional guarantee would 
become operative, or when Grand Trunk Pacific earnings might be such 


as to permit the enforcement of their claim. Likewise, they hold that 








there must be no diversion of traffic, or abandonment of lines, or mixing 


of equipment, as such would be prejudicial to the position of the deben- 


ture ee S. 


Trunk | Racy Company SCE ot of he G Cael: Trunk Pacific Com- 
pany_to_meet_the_debenture_interest_charges_as_and_ 1_when 1 there are 
sufficient earnings. It will add to the difficulties and expense of the 
National Lines to ithe obliged to maintain indefinitely separate accounting 
for these component parts of the System, but it is not impossible and, as 
a matter of fact, is being done. We do not lose sight of the advantages 

| that would follow a more simple method of accounting, and the con- 

tinuation of the present system will cause annoyance, inconvenience and 
loss, but inasmuch as under the terms of deben u it_ is necessary 





these several accounts. 
In conclusion, your Committee would like to correct a curious mis- 
apprehension which appears to exist abroad as to these Grand Trunk and 


Grand Trunk Pacific properties. To read the comments of and letters 
appearing in the British press one would think that the Canadian Gav- 
ernment had _ selfishly acquired a most lucrative enterprise and _was 


endeavouring to divert profits from English investors to the treasury of 
Canada, If that were a fact such claims as the Canadian Government 


has been called upon to consider in this connection could scarcely be Arce 
acre 


denied, but the truth is, as we have endeavoured to show in the detail, 


of our present argument, the Government of Canada took over proper- 
ties_in virtual bankruptcy and — hour since that acquisition was 
effected, and _ever : he-burden to be supported by the 


Canadian taxpayer. Is the fact ae the eeconment of Canada has 
poured out its money in this way to save these companies from disaster 
any reason why it should now undertake new expenditures as to which 
it is under no moral or legal obligation? It_is in the highest degree 
ee naa that British investors realize that these properties, instead_of 


ing profitable enterprises are in point of fact adding immensely to the 
ae embarrassment of the Dominion. 

And there is this added thought: The Grand Trunk of 1923 is not ™ 
the Grand Trunk of 1920, any more than the Grand Trunk Pacific of. 
1919 is the Grand Trunk Pacific of to-day, The Government had had 
to_find much money and credit before these roads were acquired, But 
since those dates, the Government_has had to find more than two 
at Inillions in_ cash and fitty eae eee ie has provuded_a 





Soeiar Imay_ be for_improved showing. senna has had to. assume 
this burden, whether it wished to or not, and we respectfully suggest 
that the Canadian Government and the Canadian taxpayer are, under 
the circumstances, entitled to sympathy rather than reproach or con- 


demnation. 


Ottawa, July 6, 1923. 
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